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Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554

In the Matter of

Amendment of Parts 65 and 69
of the Commission's Rules to
Reform the Interstate Rate of
Return Represcription and
Enforcement Process

REPLY COMMENTS OF THE UNITED TELEPHONE COMPANIES

The United Telephone companiesl ("United") hereby submit
their reply comments addressing issues raised by other parties in
their comments concerning this Notice of Proposed Rulemaking.

In these reply comments we address our conerns with the
trigger mechanism proposed by the General Services Administration
("GSA"), the GSA's proposed application of this proceeding to
Price Cap carriers, and the MCI Telecommunications Corporation

("MCI") treatment of capital structure issues.

1. Carolina Telephone and Telegraph Company; United Telephone
Company of Southcentral Kansas; United Telephone Company of the
Carolinas; United Telephone Company of Florida; United Telephone
Company of Indiana, Inc.; United Telephone Company of Eastern
Kansas; United Telephone Company of Kansas; United Telephone
Company of Minnesota; United Telephone Company of Missouri;
United Telephone Company of New Jersey, Inc.; United Telephone
Company of the Northwest; United Telephone Company of Ohio;

The United Telephone Company of Pennsylvania; United Telephone -
Southeast, Inc.; United Telephone Company of Texas, Inc.; and
United Telephone Company of the West.
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I. THE TRIGGER MECHANISM SHOULD NOT USE 10
YEAR TREASURY SECURITY RATES

The GSA proposed the use of 10 year Treasury "Bonds" as the
basis for the represcription trigger mechanism.2 United proposed
the use of a public utility bond yields, as identified by
Moody's, as the trigger base rate.3 United asserts that the
trigger mechanism should have a demonstrated similarity to common
equity capital duration and a lack of volatility. The GSA pro-
posal to use 10 year Treasury Securities fails this test.

Long term instruments, like a public utility bonds, should
be the basis of the trigger. Treasury securities with a 10 year
maturity are intermediate term instruments that cannot be rep-
resentative of the long term capital costs of LECs. Even the
U.S. Treasury does not consider 10 year Treasury securities to be
long-term enough to be called "bonds." The U.S. Treasury refers
to 10 year securities as "notes," thereby designating them as
intermediate rather than long term in nature.¢ Further, inter-
mediate term instruments have been shown to be more volatile than
long term instruments.

The GSA further proposes that an annual spot assessment of

the 10 year Treasury Securities be the basis of represcription

2. GSA Comments at 8-10.

3. United Comments at 3-4.

4. The Handbook of Fixed Income Securities, 174 (F. Fabozzi, 3d
ed. 1991).
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trigger determinations.5 A spot rate review is unsuitable for
use in the trigger mechanism. Spot rate reviews would insert
unacceptable volatility into the trigger mechanism. No
recognition of the need to determine the persistence of changes
in the spot rate, through averaging over a period of time or
through adjustments for seasonal influences, is mentioned in the
GSA proposal. Thus, the GSA proposal fails to meet the
Commission objectives of designing a trigger mechanism that
measures significant chahges in capital markets that are likely
to persist over time.® The GSA "spot" measure based on an in-
termediate term note does not meet this requirement and should be
rejected.

United, USTA, and many other parties explained in detail why
a moving average of long term utility bonds is the preferred al-
ternative for a trigger mechanism. Spot rate problems and un-
wanted volatility are cured by the use of the long term bond

yield moving average methodology.”’

II. PRICE CAP CARRIERS OPERATING
UNDER THE FOUR YEAR PLAN ADOPTED
IN CC DOCKET NO. 87-313 SHOULD
NOT BE SUBJECT TO REPRESCRIPTION
DURING THE FOUR YEAR PRICE CAP PLAN

The GSA proposes that the Commission immediately represcribe

the authorized rate of return and modify the price cap sharing

5. GSA Comments at 6-8.

6. Notice of Proposed Rulemaking ("NPRM"), CC Docket No.
92-122, Released July 14, 1992, at ¢21.

7. ee United Comments at 2-4 and USTA Comments at 32-39.
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mechanism to recognize a change in the prescribed rate of re-
turn.® United asserts that this proposal should be rejected.

The Commission adopted price caps for a four year period.
Inherent in the plan was an 11.25 percent rate of return for the
duration of the price cap trial.® The Commission clearly stated
that in price caps it "adopts a new system of regulating the
interstate common carrier services of the Nation's largest local
exchange companies."1l0 The Commission intended to sever the
"“cost-plus' system of regulation" and replace it with "an in-
centive based system."1ll

GSA suggests that the Commission adjust the price cap plan
to return to a cost-plus system. This would defeat the entire
purpose of the Commission trial. 1Indeed, the GSA proposal does
not give adequate credit to the fact that price cap regulation
already takes into account changes in the United States economy
through the use of the GNPPI factor. To the extent that
inflation is low, and interest rates and capital costs are low,
the GNPPI reflects those facts. The service rates of the price

cap LECs reflect these changes in the GNPPI. End users receive

8. GSA Comments at 3-6. See also MCI Comments at 3 where MCI
suggests the Commission "might" want to consider price cap
modifications.

9. In the Matter of Policy and Rules Concerning Rates for
Dominant Carriers, Second Report and Order, CC Docket No. 87-313,
Released October 4, 1990 at §123.

10. Id. at q1.

11. Id.



the benefit of a low GNPPI through its offset to the ambitious
mandatory productivity factor that guarantees actual reductions
in the real prices of interstate services.

Further, United voluntarily adopted the Commission price cap
plan. The price cap adoption decision of United was based on the
representation of the Commission that price caps would be tried
for four years. Modification of that plan during the first trial
period would unreasonably deprive United of the terms that were
promised, and that United relied on, in good faith, in volun-
tarily adopting price caps.

United additionally requests that the Commission reject the
GSA's claim that the 11.25 percent rate of return that the
Commission approved for use during the four year price cap period
should be changed. Such a change would deprive United of the
terms promised under price caps, and would deprive the Commission
of the opportunity to fairly evaluate the performance of price
caps at the end of the four year test.

III. BOC DATA SHOULD BE
USED IN DETERMINING CAPITAL STRUCTURE
AND THE COST OF DEBT

MCI proposes the use of Regional Holding Company data for

use in capital structure and cost determinations. As an al-

ternative, MCI proposes the use of the data of the holding com-

panies owning Tier 1 LECs.12

12. MCI Comments at 28-29.



United opposes the use of either Regional Holding Company
data or the use of the data of Tier 1 LEC holding companies.
There has been no evidence showing debt manipulation by holding
companies and United believes that the risk characteristics of
LECs are far different than those of their holding company
parents.13 United strongly urges rejection of holding company
data.

IV. CONCLUSION

United supports the development of a represcription trigger
mechanism that identifies significant and persistent changes in
capital costs while minimizing unwanted volatility. The use of
six month average a long term public utility bond yields, with a
150 basis point change persisting over six months, is ap-
propriate. The GSA suggestion to use overly volatile 10 year
Treasury Securities with spot assessments should not be adopted.

Further, United supports the price cap plan as originally
adopted and urges the Commission to stay the course on this four

year trial. Adjustments proposed by GSA should be rejected.

13. See United Comments at 6-8 and USTA Comments at 57-63.
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Finally, BOC data should be used in capital structure
and cost of debt determinations and the use of holding company

data should be avoided.

Respectfully submitted,

UNITED TELEPHONE COMPANIES

sy b L) ILL

Jay €. Keithley ﬁ/
1850 M Street N.W.
Suite 1100

Washington, D.C. 20036
(202)828-7453

W. Richard Morris

P. 0. Box 11315
Kansas City, MO 64112
(913) 624-3096

Their Attorneys

October 13, 1992



CERTIFICATE OF SERVICE

I, Melinda L. Mills, hereby certify that I have on this 13th day of October, 1992, sent
via hand delivery or U.S. First Class Mail, postage prepaid, a copy of the foregoing "Reply
Comments of the United Telephone Companies”, CC Docket No. 92-133 filed this date with the
Secretary, Federal Communications Commission, to the persons listed below.

Meli%a_ L. Mills g



Mark H. Blake, CFO

Community Service Telephone Co.

33 Main Street
Winthrop, ME 04364

Michael A. Gotstein
Casco Telephone Co.
212 Church Avenue
P.O. Box 126

Casco, WI 54205-0126

Frank W. Krogh

Donald J. Elardo

MCI Telecommunications

1801 Pennsylvania Avenue, N.W.
Washington, D.C. 20006

Theodore D. Frank
Vonya B. McCann

Arent, Fox, Kintner, Plotkin & Kahn

1050 Connecticut Avenue, N.W.
Washington, D.C. 20036-5339

Barbara J. Stonebraker
Cincinnati Bell

201 E. Fourth Street, 102-300
P.O. Box 2301

Cincinnati, OH 45201

Ray J. Riordan

General Counsel

Wisconsin State Telephone Association
6602 Normandy Lane

Madison, WI 53719

Carolyn C. Hill

Alltel Service Corporation

1710 Rhode Island Avenue, N.W.
Suite 1000

Washington, D.C. 20036

Carol F. Sulkes

Vice President - Regulatory Policy
Central Telephone Company

8745 Higgins Road

Chicago, IL 60631

Dennis Mullins

Vicent L. Crivella

Michael J. Ettner

General Services Administration
18th & F Streets, N.W., Room 4002
Washington, D.C. 20405

Leslie A. Vial

1710 H Street, N.W.

Washington, D.C. 20006
Attorneys for the Bell Atlantic
Telephone Companies



Marc A. Stone

Manager - Regulatory/Legislative Affairs
Fred Williamson & Associates, Inc.
2921 East 92st Street, Suite 200

Tulsa, OK 74137-3300

Linda D. Hershman

Southern New England Telephone Company
227 Church Street

New Haven, CT 06506

Durward D. Dupre

Richard C. Hartgrove

John Paul Walters, Jr.
Southwestern Bell Telephone Co.
1010 Pine Street, Room 2114

St. Louis, Missouri 63101

Martin T. McCue

Vice President and General Counsel
United States Telephone Assoc.

900 19th Street, N.W.,

Suite 800

Washington, D.C. 20006-2105

Josephine S. Trubek
Michael J. Shortley, III
Rochester Telephone Corp.
180 South Clinton Avenue
Rochester, NY 14646

Thomas P. Kerester, Esq.

Barry Pineles, Esq.

United States Small Business Admin.
409 3rd Street, S.W.

Washington, D.C. 20416

Lawrence E. Sarjeant
Robert B. McKenna

1020 19th Street, N.W.
Suite 700

Washington, D.C. 20036

J. Allen Layman

Roanoke and Botetourt Telephone Co.
P.O. Box 174

Daleville, VA 24083

Frank M. Sahlman, Sr.
President

Topsham Telephone Co., Inc.
Box 1075

East Corinth, VT 05040

Joanne S. Bochis

NECA

100 South Jefferson Road
Whippany, NJ (7981



James P. Tuthill

Lucille M. Mates

Pacific Bell & Nevada Bell

140 New Montgomery Street, Room 1526
San Francisco, CA 94105

Donald W. Gruneisen

Nicholville Telephone Company, Inc.
P.O. Box 122

Nicholville, NY 12965-0122

John N. Rose

OPASTCO

2000 K Street, N.W.
Suite 205

Washington, D.C. 20006

B. Earl Hester, Jr.

Lexington Telephone Company
200 North State Street

P.O. Box 808

Lexington, NC 27293-0808

William B. Barfield

M. Robert Sutherland

1155 Peachtree Street, N.E.
Suite 1800

Atlanta, GA 30367

James L. Wurtz

1275 Pennsylvania Avenue, N.W.

Washington, D.C. 20004
Attorney for Pacific Bell and
Nevada Bell

David Cosson

L. Marie Guillory

National Telephone Cooperative Assoc.
2626 Pennsylvania Avenue, N.W.
Washington, D.C. 20037

Andrew D. Jader

Nebraska Central Telephone Company
P.O. Box 700

Gibbon, Nebraska 68840

Curtis W. Barker

Delhi Telephone Company

107 Main Street

P.O. Box 271 )
Delhi, NY 13753

Downtown Copy Center
1919 M Street, N.W.
Room 246

Washington, D.C. 20554



